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FINANCIAL MARKET INSTITUTIONS INDICES: PERCEPTIONS 
AND TRENDS IN NIGERIAN ECONOMIC GROWTH 
Peters 0. /badin aud Frauds K.Emeui 
Abstract 
This paper empirically looks at the impact of financial market 
institutions indices on the economic clcvelopmGnt in Nigeria. Critical 
analyses were made, using ordinary least square regression analysis to 
test the directional relationships between economic development 
vari;1hlcs and financial nwrkct institutions in Nigeria. ;\ nwjor finding 
in the research work points out that financial market iostitutions 
positively influence all sectors of the economy. In the light of this 
finding, it is rcconlliiCIHkd, in the l:1ce of global financial IJICit -down, 
that government and participants in the capital market activities should 
foster a culture of securities innovation and development that would 
play an increasingly large role in deepening the market through the 
evaluation of risk -return configuration for issuers, investors nncl the 
perception on the direction of the capital markets operations in 
Nigeria. 
Introduction 
The financial market is a market of financial assets and liabilities of 
various maturities. It consists of institutions, instruments, rules and regulations 
which guide the mobilization of funds from the surplus units of the economy to 
the deficit units (CBN, 2006) . Conventionally, financial markets can be divided 
into money and carital markets. Money market deals in short-term funds (less 
than one year of maturity). while the capital market caters for longer-term needs 
of both borrowers <1nd lenders (more than one year of nwturity). 
V The financial market globally is an avenue through which funds are 
attracted into any economy. U.ntil recently, it has been an unpopular source of 
funds in Nigeria.Osaze (2004) traced the cause of this to the economic instability 
and the low yields to investors in capital market instruments and government's 
overbearing presence in economic matters. Furthermore, it cannot be 
downplayed that the small and medium-scale enterprises which remain the 
engine growth in the economy, source their funds through loans and bank 
overdraft. This accounts for the relative shallowness of Nigerian financial market 
when compared with its contemporaries within <1ml outside the African continent 
as renected in its market capitalization and all shares index before the emergence 
of the policy of banking consolidation (Zeply, 2004). t 
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A m a d a s u n  ( 2 0 0 0 )  o b s e r v e d  t h a t  t h e  N i g e r i a n  f i n a n c i a l  S y s t e m ( N F S ) , t h e  
g l o b a l  f i n a n c i a l  m e l t - d o w n  n o t w i t h s t a n d i n g ,  i s  a  p r o d u c t  o f  m o r b i d  g r o w t h  a n d  
d e v e l o p m e n t ; A m a d a s u n ' s ( 2 0 0 0 )  p o s i t i o n  h i n g e s  o n  t h e  s e e m i n g  f a i l u r e  t o  c r e a t e  
i n d i g e n o u s  o r i e n t e d  i n s t i t u t i o n a l  s t r u c t u r e s  a n d  m e c h a n i s m  t o  f a s t  t r a c k  N i g e r i a ' s  
e c o n o m i c  g r o w t h  a n d  d e v e l o p m e n t .  I t  h a s  b e e n  o b s e r v e d  t h a t  t h e  m o r b i d  g r o w t h  
i n  t h e  N i g e r i a n  e c o n o m y  r c n c c t s  t h e  f u r t h e r  o v e r  r i d i n g  d u 1 1 1 i n a n c e  o f  t h e  s h o r t -
t e r m  m o n e y  m a r k e t  o v e r  t h e  l o n g - t e r m  c a p i t a l  m a r k e t  ( O i u s o l a ,  2 0 0 3 ) .  
T h i s  p a p e r  i d e n t i f i e s  t h e  p a r a d i g 1 1 1 s  o f  t h e  F i n a n c i a l  M a r k e t  
I n s t i t u t i o n s ( F M ! s )  a n d  d e t e r m i n e s  t h e i r  e c o n o m i c  i m p a c t  o n  N i g e r i a .  T o  t h i s  
e n d ,  t h e  p a p e r  s e t s  o u t  t o  :  
i )  F i n d  o u t  t h e  r e l a t i o n s h i p  e x i s t i n g  b e t w e e n  t h e  f i n a n c i a l  m a r k e t  
i n s t i t u t i o n s  a n d  e c o n o m i c  g r o w t h .  
i i )  I d e n t i f y  t h e  r e l a t i o n s h i p  e x i s t i n g  b e t w e e n  s u c h  i n d i c e s  a s ,  e q u i t y  
c a p i t a l i z a t i o n  a n d  b a n k i n g  h a b i t s /  b a n k i n g  r e f o r m s  a n d  t h e i r  j o i n t  
i m p a c t  o n  e c o n o m i c  g r o w t h .  
L i t e r a t u r e  R e v i e w  
J t  i s  a n  a s s e r t i o n  t h a t  a n y  c o u n t r y ' s  f i n a n c i a l  s y s t e r n  i s  r e s p o n s i b l e  f o r  
r e g u l a t i n g  t h e  f i n a n c i a l  e n v i r o n m e n t  o f  t h e  e c o n o m y .  I t  d e t e r m i n e s  t h e  t y p e s ,  
a m o u n t s  o f  f u n d s  t o  b e  i s s u e d ,  c o s t  o f  f u n d s  a s  w e l l  a s  t h e  u s e s  t o  w h i c h  t h e s e  
f u n d s  a r e  t o  b e  p u t .  Acco~ding t o  A n y a n w u  (  1 9 9 3  ) ,  t h e  f i n a n c i a l  m a r k e t  c o n s i s t s  
o f  i n s t i t u t i o n s ,  a g e n t s ,  b r o k e r s  a n d  i n t e r m e d i a r i e s  w h o  t r a n s a c t s  p u r c h a s e s  a n d  
s a l e s  o f  s e c u r i t i e s .  I t  i n c l u d e s  c o n t r a c t s  a n d  c o m m u n i c a t i o n  n e t w o r k s  t h a t  f o r m  
a n  e x t e r n a l  v i s i b l e  f i n a n c i a l  s t r u c t u r e  t h a t  l i n k  t h e  p e r s o n s  a n d  i n s t i t u t i o n s  
o p e r a t i n g  i n  t h e  f i n a n c i a l  m a r k e t .  
W r i t e r s ,  l i k e  M c k i n n o n  (  1 9 7 3 ) ;  L e v i n e  a n d  Z e r v o s  ( 1 9 9 6 ) ,  d e m o n s t r a t e d  
t h e  l i n k  b e t w e e n  t h e  f i n a n c i a l  m a r k e t  s e c t o r  a n d  e c o n o m i c  d e v e l o p m e n t  
i n d i c a t o r s .  M c K i n n o n  (  1 9 7 3 )  d e m o n s t r a t e d  t h a t  a p p r o p r i a t e  c o n f i g u r a t i o n  o f  t h e  
f i n a n c i a l  m a r k e t  e n h a n c e s  t h e  p a c e  o f  e c o n o m i c  g r o w t h  a n d  d e v e l o p m e n t .  W i t h i n  
t h e  f i n a n c i a l  m a r k e t  s p e c t r u m  o f  a n  e c o n o m y ,  t h e r e  a r e  s t r o n g  t h e o r e t i c a l '  
j u s t i f i c a t i o n s  f o r  t h e  r o l e  o f  s t o c k  m a r k e t  i n  e c o n o m i c  g r u w t h .  l t  i s  a r g u e d  t h a t  
s t o c k  m a r k e t  l i q u i d i t y  p l a y s  c r u c i a l  r o l e  i n  t h e  p r o c e s s  o f  e c o n o m i c  g r o w t h  a n d  
d e v e l o p m e n t  ( L e v i n e  a n < j  Z e r v o s ,  1 9 9 6 ) . M a n y  i n v e s t m e n t s  t h a t  p r o m o t e  
e c o n o m i c  g r o w t h  a n d  d e v e l o p m e n t  a r e  l o n g - r u n ,  f a r  l o n g e r  t h a n  m o s t  s a v e r s  a r e  
w i l l i n g  t o  c o m m i t  t h e i r  c a p i t a l .  I n  a  r e c e n t  c r o s s - c o u n t r y  s t u d y ,  L e v i n e  a n d  
Z e r v o s  (  1 9 9 6 )  d o c u m e n t e d  a  s t r o n g  e m p i r i c a l  a s s o c i a t i o n  b e t w e e n  s t o c k  m a r k e t  
d e v e l o p m e n t  a n d  l o n g - r u n  e c o n o m i c  g r o w t h .  I n  N i g e r i a ,  t h e  e x i s t e n c e  o f  N i g e r i a  
S t o c k  E x c h a n g e  e n t a i l s  a  n u m b e r  o f  b e n e f i t s  f o r  t h e  N i g e r i a n  e c o n o m y .  T h e s e  
b e n e f i t s  a r e  i n  l i n e  w i t h  g e n e r a l  r o l e  o f  s t o c k  m a r k e t s  i n  t h e  d e v e l o p m e n t  p r o c e s s  
( C l a e s s e n s , D a s c u p t a  a n d  G l e n ,  1 9 9 3  ) .  T h e  m e r e  p r e s e n c e  o f  a  s t o c k  m a r k e t  i n  a  
c o u n t r y  b o o s t s  t h e  i n t e r n a t i o n a l  i n v e s t m e n t  c l i m a t e  o f  t h e  c o u n t r y  a s  i t  r a i s e s  t h e  
c h a n c e s  o f  a d d i t i o n a l  l o c a l  f i n a n c i n g  f o r  b o t h  f o r e i g n  a n d  l o a n  d i r e c t  i n v e s t m e n t .  
I t  i s  t h e  b e l i e f  h e l d  a s  a  u n i v e r s a l  t r u t h ,  t h a t  t h e  e c o n o m i c  d e v e l o p m e n t  o f  
.  a l ' ! y  c o u n t r y  e n t a i l s  a  t r a n s f o r m a t i o n  o f  t h a t  c o u n t r y ' s  e c o n o m y  s o  t h a t  i t  o p e r a t e s  
8 0  
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at an increasing higher level of output and satisfaction of needs. As evidence 
from our recent hi story in Nigeria that short-term growth, fuelled by short-term 
volatile fund s, is not necessarily cconon1ic development. Economic 
developments should recogni zably have permanent impact on the economy. 
Financing such transform:1tion :1lso requires fin:1ncing tlwt, in maturity, 
approxinwtcs the period of the desired transf(mnation . If the period is a long-
term, then the ideal financial mode must be long-term. Here lies the critical 
relevance of the capital market to the economic development of Nigeria or indeed 
any nation. Financing economic development in any nation cannot but respect the 
truth in the dictum that investment is equal to savings. 
Concl'ptual Evaluation of Finandal Ma1·kt>t Institutions 
The financial nwrkct institution in any economy is the rulcrum or pivotal 
point on which the fortune of that economy turns. The importance of a properly 
functioning financial market cannot be overemphasized. It provides the 
wherewithal for its growth and development programmes and serves as an 
indicator of the economy's liquidity and general performance. A subset of 
financial market institution is the capital market tlwt is a market for long-term 
funds. It is a sub-set of the financial market institution and represents the intricate 
intermediation functions of a network of individuals, institutions and financial 
instruments between the users and providers of long-term funds. In other words, 
it is that segment of the financial system through which long-term funds are 
mobilized <11HI channeled into productive investments by the issue of equities and 
interest-bearing securities. 
The capital market facilitates capital formation and accelerates economic 
development, through the functions of resources mobilization and allocation. 
This engenders societal well-being. According to Zephy (2004), financial market 
institution creates an avenue for the participation of the populace in the 
corporate sector of an economy through the ownership of securities. It has been 
argued that the economic strength of a nation may be measured by the value of 
its accumulated wealth and the rate at which it grows through savings and 
investment(Zephy (2004) .Thi s was tacitly corroborated by Amadasun (2000).ln 
his argument, A.madasun (2000) posited that some economic units spend more 
during a given period of time than they earn while other economic units spend 
less on current consumption than they earn. /\s a result, some mechanism is 
needed to facilitate the transfer of savings from those economic units with a 
savings surplus to those with a savings deficit hence, the need for an 
intermediation as a stock market .Ogiri ( 1986) that found out that capital market 
constitutes a vital organ of our modern socio-economic system which is 
characterized by large scale production requiring huge capital. Alile and Anao 
( 1986) described the stock exchange market as an institution which brings 
efficient allocation of available capital funds to the end users in the economy. 
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P e r s p e c t i v e s  o f  F i n a n c i a l  M a r · k e t s  f r o m  N i g e r i a  
I n  t h e  v i e w  o f  O k i g b o  (  1 9 8 1  ) ,  t h e  N i g e r i a n  C a p i t a l  M a r k e t  p l a y s  
i m p o r t a n t  r o l e s  i n  m o b i l i z i n g  f u n d s  a n d  r e s o u r c e s  n e e d e d  f o r  d e v e l o p m e n t  a n d  
o f f e r s  t h e  i n s t i t u t i o n a l  f o r u m  f o r  i m p l e m e n t i n g  i t s  p o l i c i e s  o f  s t a b i l i z a t i o n ,  
m o n e t a r y  c o n t r o l  r e g u l a t i o n  o f  t h e  b a n k i n g  s y s t e m .  O k i g b o  (  1 9 8 1 )  b e l i e v e d  t h a t  
t h e  N i g e r i a n  f i n a n c i a l  i n s t i t u t i o n s ,  t h r o u g h  t h e  c a p i t a l  m a r k e t ,  p l a y  i m p o r t a n t  
r o l e s  i n  m o b i l i z i n g  f u n d s  a n d  r e s o u r c e s  n e e d e d  f o r  d e v e l o p m e n t .  
T h e r e  a r e  p r i n c i p a l l y  t w o  s e g m e n t s  o f  t h e  f i n a n c i a l  m a r k e t s  i n  
N i g e r i a . T h e y  a r e  b r o a d l y  d i f f e r e n t i a t e d  b y  t h e  t e n u r e  o f  f u n d s  i n  e a c h  m a r k e t .  
T h e  m o n e y  m a r k e t  i s  a t  t h e  s h o r t  e n d ,  p r o v i d i n g  f u n d s  t o  t h o s e  w i t h  d e m a n d  f o r  a  
p e r i o d  n o t  e x c e e d i n g  o n e  y e a r .  T h e  i n s t r u m e n t s  u s e d  i n  m o n e y  m a r k e t  i n c l u d e  
t r e a s u r y  b i l l s ,  c e r t i f i c a t e s  o f  d e p o s i t ,  m u n i c i p a l  n o t e s ,  C B N  s e c u r i t i e s ,  i n t e r  b a n k  
i n s t r u m e n t s  c o m m e r c i a l  p a p e r s ,  b a n k e r s  a c c e p t a n c e  a n d  o t h e r  s h o r t  t e r m  b a n k  
c r e d i t  f a c i l i t i e s  ( i . e .  l o a n s  a n d  o v e r d r a f t ) .  I n s t i t u t i o n s  t h a t  a r e  p e c u l i a r  t o  t h i s  
m a r k e t  i n c l u d e  c o m m e r c i a l  b a n k s  a n d  f i n a n c i a l  i n t e r m e d i a r i e s .  
T h e  N i g e r i a  c a p i t a l  m a r k e t  s e g m e n t  i s  r e s p o n s i b l e  f o r  m o b i l i z i n g  a n d  
c h a n n e l i n g  l o n g - t e r m  f u n d s  i n t o  p r o d u c t i v e  i n v e s t m e n t s ,  s u c h  a s  f i x e d  a s s e t s .  
T h e  m a r k e t ,  i n  e s s e n c e ,  b r i n g s  t o g e t h e r  s u r p l u s  a n d  d e f i c i t  e c o n o m i c  u n i t s . A  l o n g  
t e r m  f u n d  i s  h e l d  f o r  a  m i n i m u m  o f  f i v e  y e a r s  o r  i n  p c r p e t u i t y . T h e  i n s t r u m e n t s  
u s e d  i n  t h e  c a p i t a l  m a r k e t  i n c l u d e  l o n g - t e r m  l o a n s ,  p r e f e r e n c e  s t o c k ,  o r d i n a r y  
s h a r e s ,  f e d e r a l  g o v e r n n H : : ·n t  b o n d s  a n d  i n d u s t r i a l  l o a n s ,  a n d  d e b e n t u r e s .  T h e  
c a p i t a l  m a r k e t  i s  a  c o m p l e x  i n s t i t u t i o n  a n d  m e c h a n i s m  t h r o u g h  w h i c h  
i n t e r m e d i a t e  f u n d s  a r e  m a d e  a v a i l a b l e .  T h e s e  i n s t i t u t i o n s  i n c l u d e  s t o c k  e x c h a n g e ,  
s t o c k  r e g i s t r a r s ,  i s s u i n g  h o u s e s ,  s t o c k b r o k e r s  a n d  u n d e r w r i t e r s  a n d  t h e  S e c u r i t y  
a n d  E x c h a n g e  c o m m i s s i o n  ( O s a z e ,  2 0 0 4 )  
E v a l u a t i o n  o f  E c o n o m i c  G r o w t h  I n d i c e s :  
M a r k e t  C a p i t a l i z a t i o n  
M a r k e t  c a p i t a l i z a t i o n  r e p r e s e n t s  t h e  a g g r e g a t e  v a l u e  o f  a  c o m p a n y  s t o c k  
o r  s h a r e s .  I t  r e l a t e s  t o  t h e  m a r k e t  v a l u e  o f  a l l  o r d i n a r y  s h a r e s  o f  c o m p a n i e s  l i s t e d  
o n  t h e  N i g e r i a  S t o c k  E x c h a n g e  ( N S E ) . l t  i s  t h e  c u r r e n t  m a r k e t  v a l u e  o f  t h e  
c o m p a n y ' o r d i n a r y  s h a r e s .  B y  e x t e n t i o n ,  e q u i t y  c a p i t a l i z a t i o n  r e p r e s e n t s  t h e  
a g g r e g a t e  v a l u e s  o f  o r d i n a r y  s h a r e s  o f  a l l  q u o t e d  c o m p a n i e s  w h i c h  i s  a  p a r t -
p r o j e c t i o n  o f  t h e  w o r t h  o f  t h e  e c o n o m y . A c c o r d i n g  t o  O k e r e k e -
O n y i u k e ( 2 0 0 7 ) , p r i c e  a p p r e c i a t i o n s  b y  e q u i t i e s  o f  c o m p a n i e s ,  c o n s e q u e n t  u p o n  
m a c r o  e c o n o m i c  s t a b i l i t y ,  e x p l a i n  i n  l a r g e  p a r t  t h e  g r o w t h  o f  t h e  m a r k e t  
c a p i t a l i z a t i o n , a n d  i n  c o n s e q u e n c e , t h e  e c o n o m y .  I t  i s  h o w e v e r  a s s e r t e d  t h a t  s u c h  
m a r k e t  c a p i t a l i z a t i o n  o n l y  r e f l e c t s  a  p r o p o r t i o n  o f  t h e  v a l u e  o f  s e c u r i t i e s  o f f e r e d  
f o r  t r a d i n g .  
B a n k i n g  R e f o r m / H a b i t s  
S o l u d o  ( 2 0 0 6 )  o b s e r v e d  t h a t  r e f o r m s  i n  t h e  b a n k i n g  i n d u s t r y  i s  a n  
i n g r e d i e n t  f o r  t h e  s u c c e s s  o f  a n y  e c o n o m y .  H e  c o n t e n d e d  t h a t  g i v e n  i n t e r n a t i o n a l  
.  f i n a n c e ,  t h e  n e w  c a p i t a l  b a s e  f o r  a l l  b a n k s  a n d  f u r t h e r  r e f o r m s  o f  c o n s o l i d a t i o n  
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and a higher propensity fo r investment purpose.s will launch the Nigerian 
economy into the world nwp . According to Oguhttnk<l (2005), banking reform in 
any economy plays a pi votal role in promoting economic growth through the 
process of finan c i<1l intennedi<1tion . Such reform ,nccorcling to Ogubunka (2005), 
in the area of mohili 7.atiott (lf pooling individual savings, provides ntorc cllicicnt 
allocation of savings into in vestment than the individual savers can possibly 
accomplish. This flow of savings into investment ensures that more goods and 
services can be produced , thus increasing allll enhancing economic growth 
On nccot111t of the nforemcntioned discussion :;; , the follmving hypotheses 
were considered fot testin g: 
11 1 : Equity capitali ?:ation is positively related to economic growth 
I 12: Banking refonn/ habits is positively related to economic growth 
H3 : The joint reaction of equity capitali zation and banking reform/ habits ts 
positively related to economic growth. 
Model Specification and Methodology 
Regression tnodel was used to explain the relationship between financinl 
market institutions and economic development indicntors: models include: 
(i) edgro = oc 1 1- oc 2 eqt 1- lit 
(ii) edgro = oc 1 + oc 2 brh + lit 
(iii) edgro = f3, 1- fh eqt I fh brh 1- ut; 
where oc2 > 0 and [32 and PJ > 0 
edgro=ceonomic g rowth ;eqt = market capitalization (ptoxied by equity 
capitalization) ;hrh ~h:mking rcform/hahit;ut - error term. 
The research desi g n was an ex -post-facto survey in which the researcher 
did not have control of the explanatory variables and the relationships. The 
population of the study C<llllpriscd the I\\Tttly- li\'c(25) rccapitali7l·d hanks, 
including the 11ine Stock Exchanges in Nigeria. The choice of Benin to locate the 
banks and the branch of Nigerian Stock Exchange(NSE) was made through the 
non-probability sampling technique, and necessitated by two reasons: (I) The 
high concentration and presence or all the rccapilali7cd banks (2) and the 
convenience or the researcher. The banks were randomized and the selection of a 
sample size of cight(R) banks, including the NSE emerged while the branch of 
the NSE in lknin was selected through the non-probability sampling technique. 
The whole process of selection was intended to minimize the pitfalls of sample 
bias. I lowever, the S(llllpling procedure was designed to illustrate the effect of 
financial market institutions and economic growth . It W(IS (llso designed to draw 
up a relationship between the finnncial market institutions and economic growth. 
Basically, lor thi s work, the researcher employed the primary data. 
Primary U(lta for this study were collected through questionnaires designed along 
the thought of the objectives of the study. These questionnaires were 
administered to st(lff of the banks and members of the Exchange to elicit their 
responses. 
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P e t e r s  0 .  / b a d i n  a n d  F r a n c i s  K . E m e n i  
D a t a  A n a l y s i s  
T h e  O r d i n a r y  L e a s t  S q u a r e  ( O L S )  r e s u l t s  f o r  e i g h t  ( 8 )  o f  t h e  
b a n k s , i n c l u d i n g  t h e  N S E  a r e  r e v e a l e d  i n  t h e  t a b l e s  b e l o w :  
T a b l e  1 :  C o m p u t e r ·  E s t i m a t e  o f  t h e  O r d i n a r y  L e a s t  S q u a r e ( O L S )  f o r  T e s t i n g  
H v o o t h e s i s  I  
- - ~ - - -- - - - - -
R e g r e s s o r  C o e f f i c i e n t  
I n t e r c e p t  
1 . 3 6  
-~qt 
0 . 8 1  
e d g r o  =  1 . 3 6  +  0 . 8  I  e q t  
(  1 . 3 9 )  ( 6 . 6 3 ) ;  
R
2  
=  0 . 8 9 ;  
F - s t a t i s t i c  ( 2 ,  5 )  =  2 0 . 6 ;  
D . W - S t a t i s t i c  =  1 . 7 9  
S t a n d a r d  E r r o r  t - r a t i o  
0 9 8  1 . 3 9  
0 . 1 2  
6 . 6 3  
F r o m  t a b l e  I ,  t h e  v a l u e  o f  R
2
,  w h i c h  i s  0 . 8 9 ,  s h o w e d  t h a t  a b o u t  8 9 %  o f  
t h e  s y s t e m a t i c  v a r i a t i o n s  i n  e c o n o m i c  g r o w t h  c a n  b e  e x p l a i n e d  b y  t h e  e q u i t y .  
c a p i t a l i z a t i o n  o f  c o m p a n i e s .  W h i l e  t h e  r e m a i n i n g  I  I %  i s  e x p l a i n e d  b y  t h e  e r r o r  
t e r m .  I t  s h o w s  a  g o o d  f i t .  T h e  F - s t a t i s t i c s  o f  2 0 . 6  i s  h i g h ,  p a s s i n g  t h e  s i g n i f i c a n c e  
t e s t  a t  t h e  5 %  l e v e l  w h e n  . c o m p a r e d  w i t h  t h e  t a b l e  v a l u e  o f  5 . 7 9 .  T h i s  s h o w s  t h a t  
t h e r e  i s  a  s i g n i f i c a n t  l i n e a r  a n d  d i r e c t  r e l a t i o n s h i p  b e t w e e n  e c o n o m i c  g r o w t h  a n d  
e q u i t y  c a p i t a l i z a t i o n .  I t  a l s o  m e a n s  t h a t  t h e  m o d e l  i s  a p p r o p r i a t e ;  w i t h  e q u i t y ,  
c a p i t a l i z a t i o n  p a s s e s  t h e  a p r i o r i  s i g n ,  s h o w i n g  t h a t  t h e r e  i s  a  p o s i t i v e  r e l a t i o n s h i p  
b e t w e e n  e q u i t y  c a p i t a l i z a t i o n  a n d  e c o n o m i c  g r o w t h .  T h e  t - v a l u e  o f  6 . 6  i s  h i g h l y  
s i g n i f i c a n t ,  t h e r e b y  p a s s i n g  t h e  s i g n i f i c a n c e  t e s t  a t  t h e  5 %  l e v e l .  T h i s  a g a i n  
e m p h a s i z e s  t h a t  e q u i t y  c a p i t a l i z a t i o n  o f  t h e  c o m p a n y  i s  a  m a j o r  d e t e r m i n a n t  
v a r i a b l e  t h a t  i n f l u e n c e s  t h e  b e h a v i o u r  o f  e c o n o m i c  g r o w t h  o f  t h e  n a t i o n .  S i m p l y  
i n t e r p r e t e d ,  a  u n i t  i n c r e a s e  i n  e q u i t y  w i l l  l e a d  t o  a b o u t  0 . 8  u n i t s  r i s e  i n  e c o n o m i c  
g r o w t h  
T a b l e  2 :  C o m p u t e r  E s t i m a t e  o f  t h e  O r d i n a r y  L e a s t  S q u a r e ( O L S )  f o r  T e s t i n g  
H v o o t h e s i s  2  
- - - - - - -
R e g r e s s o r  C o e f f i c i e n t ·  
S t a n d a J · d  E r r o r  t - r a t i o  
I n t e r c e p t  1 . 6 6  0 . 8 9  1 . 8 5  
B r h  0 . 7 7  
0 . 1 2  6 . 6 7  
e d g r o  =  1 . 6 6  +  0 .  7 7 b r h  
(  1 . 8 8 )  ( 6 . 6 7 )  ( T h e  t - r a t i o s  a r e  r e p o r t e d  i n  p a r e n t h e s e s  
R
2  
=  0 . 8 8 ;  
F - s t a t i s t i c  ( I ,  6 )  =  4 4 . 2 ;  
D . W - S t a t i s t i c  =  1 . 4 1  
F r o m  t a b l e  2 ,  t h e  v a l u e  o f  R
2
,  w h i c h  i s  0 . 8 8 ,  s h o w s  t h a t  a b o u t  8 8 %  o f  t h e  
s y s t e m a t i c  v a r i a t i o n s  i n  e c o n o m i c  g r o w t h  c a n  b e  e x p l a i n e d  b y  t h e  b a n k i n g  
r e f o r m / h a b i t s .  T h e  r e m a i n i n g  1 2 %  i n  t h e  v a r i a t i o n  i s  e x p l a i n e d  b y  t h e  e r r o r  t e r m .  
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It shows a good fit. The F-statistics of 44.2 is high, passing the significance test 
at the 5% level when compared with the table value . This shows that there is a 
significant positive relationship between economic growth and banking 
reform/habit. It also means that the model · is appropriate; with banking 
reform/ habit passing the apriori sign, showing that there is a positive relationship 
between economic growth and banking reform/ habits. The t-value of 6.6 is 
highly significant, thereby passing the significance test at the 5% level. This 
again emphasizes that banking reform/habit is a major determinant variable that 
influences the behaviour of economic growth. · 
Table 3: Computer Estimate of the Or·dinar·y Least Square (OLS) for· 
T H I . 3 estrng Lypot teSIS 
Regressor Coefficient Standard Error 
Intercept -2.47 2.47 
eqt 0.70 0.36 
Brh 0.59 0.28 
edgro = -2.47 + 0.70eqt + 0.59 brh 
(-1.00) (1.96) .. (2.09) 
R2 =0.80; 
F-statistics (4,3) = 2.96; 
D.W.statistic = 1.63 
t-ratio 
-1.0 
1.96 
2.09 
Data in table 3 shows that the relationship between equity 
capitalization(eqt) and economic growth(edgro).is positive and significant at p < 
.05. Banking reform/ habits is positive and significant at p < .OS .But the positive 
relationship of banking reform/habit with economic growth is not as significant 
as that between the equity capitalization(eqt) and economic 
growth(edgro).However,the joint reaction of the two variables on economic 
growth is robust. R2 has a value of 0.80,indicating that about 80% of the variation 
in the dependent variable, economic growth, is explained by both the equity 
capitalization and banking reform/habits.The remaining 20% of the variation is 
explained by the error term or other unexplained factors.Again the R2 which is a 
measure of the overall goodness of fit in the analysis is high. The value of F-
statistic of 2.96 indicates that the combined effect of equity capitalization and 
banking reform/habit explained the significant amount of the variation.But the 
independent variables of equity capitalization and bank ing reform/habits pass 
their apriori signs, of positive relationship with edgro. 
The Durblin-Watson test of statistic ( 1.63) tests the serial or 
autocorrelation in the measured variables used . 
Summary of Findings 
· This paper ascertains the impact of financial market institutions indices 
on the economic growth. The findi1igs pointedly indicate: 
85 
P e t e r s  0 .  l b a d i u  a m i  F r a u d s  K . E m e u i  
t h a t  t h e r e  i s  a  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  e q u i t y  c a p i t a l i z a t i o n  a n d  
e c o n o m i c  g r o w t h  .  
1 1  t h a t  t h e r e  i s  a  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  b a n k i n g  r e f o r m /  h a b i t  a n d  
e c o n o m i c  g r o w t h .  
I l l  t h n t  t h e  j o i n t  r c : 1 c t i o n  o f '  e q u i t y  c a p i t n J i ; r a t i o n  a n d  b a n k i n g  r e f o r m /  h n b i t  
i s  p o s i t i v e l y  r e l n t c d  t o  c c o n o m i c  g r o w t h  
D i s c u s s i o n  o f  F i n d i n g s  
D i s c u s s i o n  o f  f i n d i n g s  w i l l  b e  i n  t h e  l i n e  o f  t h o u g h t  h i g h l i g h t e d  i n  t h e  
s u m m a r y  o f  f i n d i n g s  a n d  c o m p a r e d  w i t h  w h a t  i s  i n  l i t e r a t u r e  
E q u i t y  c a p i t a l i z a t i o n  o f  t h e  N i g e r i a n  f i n a n c i a l  i n s t i t u t i o n s  h a s  b e e n  f o u n d  
t o  g r o w  t h e  e c o n o m y .  T h i s  i s  t r u e  a s  e q u i t y  h a s  a  p o s i t i v e  r e l a t i o n s h i p  w i t h  
e c o n o m i c  g r o w t h . T h i s  a g r e e s  w i t h  t h e  p r e v i o u s  f i n d i n g s  ( M c k i n n o n ,  1 9 7 3 ;  
L e v i n e  a n d  Z e r v o s ,  1 9 9 6 ;  O k c r e k c - O n y i u k e ( 2 0 0 7 )  
I n  a d d i t i o n ,  b a n k i n g  r e f o r m /  h a b i t  h a s  a  p o s i t i v e  i m p : 1 c t  o n  e c o n o m i c  
g r o w t h .  T h e  l o n g - r u n  p o s i t i v e  i m p a c t  o f  b a n k i n g  r e f o r m / h a b i t s  o n  e c o n o m i c  
g r o w t h  f r e e s  a  l o t  o f  o p p o r t u n i t i e s  f o r  i n v e s t m e n t s .  C o n s o l i d a t i o n  i n  t h e  b a n k i n g  
s e c t o r s  s i g n i f i c a n t l y  d e e p e n s  t h e  m a r k e t  c a p i t a l i z a t i o n  o f  t h e  N i g e r i a  S t o c k  
E x c h a n g e .  P r e v i o u s  f i n d i n g s  b y  O g u b u n k a ( 2 0 0 5 )  a n d  S o l u d o  ( 2 0 0 6 )  a r e  
c o n f i r m e d  b y  t h i s  s t u d y .  
E q u i t y  c a p i t a l i s a t i o n  a n d  b a n k i n g  r e f o r m /  h a b i t s  j o i n t l y  d r i v e  e c o n o m i c  
g r o w t h .  T h e  j o i n t  r e a c t i o n s  o f  t h e s e  v a r i a b l e s  w e r e  s e e n  t o  c o n t r i b u t e  t o  n a t i o n a l  
g r o w t h .  T h i s  f i n d i n g  w a s  s u p p o r t e d  b y  C l a c s s c n s ,  D a s c u p t a  a n d  G l e n (  1 9 9 3 )  a n d  
J \  m a d a s u  n (  2 0 0 0  ) .  
C o n c l u s i o n  a n d  R e m a r k s  
T h i s  p a p e r  a t t e m p t e d  t o  l i n k  f i n a n c i a l  m a r k e t  i n s t i t u t i o n s  w i t h  e c o n o m i c  
g r o w t h .  A s  e x p e c t e d ,  t h e  v a r i a b l e s ,  s t a t i s t i c a l l y  t e s t e d ,  w e r e  f o u n d  t o  c o n t r i b u t e  
t o w a r d s  e c o n o m i c  g r o w t h .  T o  d e e p e n  t h e  a c t i v i t i e s  o f  t h e  m a r k e t s ,  i t  i s  s u g g e s t e d  
t h a t  t h e s e  v a r i a b l e s  s h o u l d  h e  p o l i c y - d r i v e n ,  i t  i s  e x p e c t e d  l h n t  t h e  r e f o r m  o f  t h e  
f i n a n c i a l  s y s t e m  a n d  t h e  t : t r - r e a e h i n g  c o n s o l i d a t i o n  b e y o n d  t h e  2 0 0 4  
c o n s o l i d a t i o n  i n  t h e  b a n k i n g  s e c t o r  s h o u l d  b e  t a k e n  a s  a  m a t t e r  o f  u r g e n t  n a t i o n a l  
i m p o r t a n c e .  T o  t h i s  e n d ,  f ! V e r y  r e l e v a n t  s e g m e n t  i n  t h e  f i n a n c i a l  s y s t e m ,  i s  
e n j o i n e d  t o  e m b r a c e  t h e  r e f o r m  w h i l e  t h e  b a n k s  a r c  e n c o u r a g e d  t o  b r a c e  u p  f o r  
t h e  p o s s i b l e  a c c e s s  o f  i n v e s t i b l e  f u n d  t h a t  w i l l  r e s u l t  f r o m  t h e  s y s t e m .  I t  i s  
h o w e v e r  p r o p o s e d  t h a t  c o n t i n u o u s  a n d  f a r - r e a c h i n g  r e f o r m s  a n d  t r a n s f o r m a t i o n  
i n  t h e  f i n a n c i a l  m a r k e t  i n s t i t u t i o n s  i s  r e q u i r e d  i f  t h e  g a i n s  i n  t h e  c o n s o l i d a t i o n  
e x e r c i s e  c a n  b e  s u s t a i n e d .  
T h e r e  a r e  h o w e v e r  d a u n t i n g  c h a l l e n g e s  p o s e d  b y  t h e  c u r r e n t  g l o b a l  
f i n a n c i a l  m e l t - d o w n  c o u p l e d  w i t h  t h e  t a s k  o f  g l o b a l i z i n g  t h e  N i g e r i a n  f i n a n c i a l  
m a r k e t  i n s t i t u t i o n s .  T h e r e  i s  n o  d o u b t  t h a t  t h e  f u t u r e  o f  t h e  f i n a n c i a l  m a r k e t  l i e s  
i n  t h e  g l o b a l i z a t i o n  o f  t h e  o p e r a t i o n s  o f  t h e  N i g e r i a n  f i n a n c i a l  m a r k e t  i n s t i t u t i o n ,  
t h e  f i n a n c i a l  m e l t - d o w n  n o t  w i t h s t a n d i n g .  T h i s  m a y  b e  v i a  t h e  c r e a t i o n  a n d  
a d o p t i o n  o f  f i n a n c i a l  m a r k e t  r u l e s ,  s t a n d a r d s  a n d  o p e r a t i o n a l  p l a t f o r m s  i n  l i n e  
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with developeci mnrkets' operational platforms in .listing, trading. clearing and 
creating real time confirmation of security trans<~ctions. To this end the pl<~yers of 
the financial market institutions ami other stakeholders must be provoked by, anc..l 
tasked on, the challenges ahead. The achievement of stability in the financial 
market institutions is fi.JJHJnmental to the maintenance of macroeconomic 
stability, which is a precondition for economic growth (Adcribcgbe,2004) .The 
time to act is now. 
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Parameters of the Autoregressive Error Specificatio11 
***************************************************************** 
****** 
U = .30207*U( -I )-l E 
( .R9625) l.411J 
T-ratio(s) based on asymptotic s tandard errors in brackets 
Log-1 ike I ihood ratio test of A R( I) versus OLS C'III-SQ( I) = 
.67752l.410J 
~****************************************t*********************** 
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